By CAROL 8. CARSON

THE exchange of peods and services
betwesen the 1nited States and fore
eign countries has been stropgly af-
fected in recent yeara by receasions in
the Unpited States and whroad;
changes in the value of the dollar rel.
ative to foreign currencies; and record
high intetest rates and financial inne~
vations, Developments are discussed
sach quarter in the Survey oF CUn-
RENT Busmiess from the perspective of
the U.5. international transactions se-
counts (hereafter called balance of
payments accounts, BPA's) This
Burvey, for exemple, contains a dis-
cussion of the fourth quarter and year
1982, The purpose of this article about
net exports is to review developments
from the perspective of the national
Income aod product accounts
{(NIPA's). In paerticular, the review
will be in terms of constant-dollar es-
timatas. (Quarterly constant-dollar es-
timates, expanded two years Bgo,
appear in tables 4.2 and 4.4 in the Na-
tional Income and Product Accounts
Tabhlag.}

The first section of the article pro-
vides definitions and a summary
methedology. Iis primary purpose is
to prasent maferial that is beslc to
the use of a set of estimates on which
attention has focused recently. A sec-
ondary purpose is to farilitate use of
both the NIPA's and BPA's by noting
the similarities and differences be-
tween the parie of the two sets of ac-
counta that cover the zame arca of
aconomic activity. Because the adjost-
ment for price change is'a distin-
guishing feature of the estimates dis-
cussed in this article and because the
adjustynent is not concepiually clear
cut in all cases, let alone statistically
perfect, the methodology will empha-
size deflation procedures.

Tha next two sectiong discuss move-
menis in net exporta in 1980-82: the
halving of net exparts from the first
quarter of 1980 to the fourth guarter
of 1982, almost w1l due to a decline in
exports; the atypicality of this pattern
during an economic downturn; the
ghift in the composition of net exporta
away from merchandize and toward
factor income, and, within the latter,
away from corporate profits and
toward interest: and the factors un-
derlying these developments. These
factors include the general ones men-
tioned above and the pervasive influ-
ence of peltroleuin. The diecuassion
begina with an overview of these de-
veloprents and then proceeds to
detail by component.

The laat section discusees two sup-
plementary measures of constant-
dollar net axports. Ona, baged on an
alternative deflation procedure, shows
that the quantity of goode and serv
ites that the United Stales can pur-
chase with the proceeds of ita exports
held up better than did the conven-
tional measure of net exports. The
other shows that imports declined
much more if expressed in 1981 dol-
lars, rather than in 1972 dellars.

Definitions ond methodology

The net exporte component of GNP
is exports of goods and servicss from
the United Statez less imports of

pds and sarvices into the United

tates. Goods and services exported
are part of US. production and thus
must be included in accounting for
production. Goods and services im-
ported, because they ara included in
the type-of-purchaser categories (for
example, peraonel consumption ex-
penditures), must be subiracted be-

Net Exports of Goods and Services, 1980-82

cause they are not part of U5, pro-
duction. Conventionally, the subtrac-
tion is from exports, and the resulting
net messura is of intereat, particular-
Iy in evaluvating aspects of the .S,
economic position relative to that of
Foreigmers.

The net exports mensure shown in
the NIPA's igs related to one of the
balances inciuded in the BPA presen-
tations, As shown in table 1 of the
Reconciliation and Other Special
Tables, on page 18, the BPA balance
on goods and services differs from
NIPA net exports becsuse: (1} the
treatments of nonmonetary goid
differ; (2) the NIPA's exclude capital
gaing net of losses from the income of
foreign affiliates of U.S. parent com-
panigs and of U.5. affiliates of foreign
parent companies; (3) the NIPA's ex-
clude statistical revisions already in-
corporated in the BPA'’s; (4) the
NIPA's exclude interest paid by the
.5, Government on its lisbilities to
foreign povernments, businesses, and
peraons (and account for it instesd
like a transfer paymenty and {5 the
treatments of unusual transactione
may differ. In recent years such un-
usual trangactions, which are showm
in the table as “other items,™ were
arms shipmenta to larael financed
under the Emergency Security Act of
1972 and subsequent legislation. In
the BPA’s, the shipments sre includ-
ed in exports; In the NIPA's, they are
excluded from exports and accounted
for instead ag government purchases
when 1am;u:ire-ﬂ by the T.5. Govern-
ment.

1. For a foller distonaion af the reconelliatiog {tame,
on the note that inteodoced the reconcilistion table:
SBurvey or Cunexyr Bunnmss 55 (Decamaber 10780 6.
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By far the largest of these reconeili-
ation items is the NIPA exclusion of
interest paid by the U.S. Government.
In recent years, it has increased
gsharply—from 212.5 billion in 1980 to
$18.0 billion in 1982. In that year, it
accounted for most of the difference
between the BPA balance on goods
and services and NIPA net exports
the other items, each $1.5 billion or
less, were partially offsetting.

Definitions.—A basic classification
within the NIPA estimates of exports
and imports is: (1) merchandise, or
goods; (2) factor income, or payments
for the services of factors of produc-
tion; and (3) other services. Within
the three categories, the content of
items is the same, with the exceptions
just noted, as that of corresponding
BPA items.? (See, for example, table 1
of the BPA presentation.)

2, The three NIPA consist of the follow-
ing items from BPA table §: merchandise, lines 2 and
1%; factor income, lines 11-15, 27-80, and the small
amount of labor compensation in lines § and 25; other
services, lines 3=10 and 19-26, less the small amounts
of labor mmml.i,w: in lines 8 and 25 (Line 31 is in-
terest paid by the US, Government to loreigners,
which is excluded from NIPA imports.)

Because of the similarity of content, the lineby-line
definitions for BPA table I in the "Explanatory

Merchandise consists of movable
goods (other than those associated
with transactions of U.5. defense
agencies) that are sold, given away, or
otherwise transferred from U.S. to
foreign or from foreign to U8, owner-
ship.

Factor income consists of labor and
property income, measured as com-
pensation of employees, net interest,
and corporate profits. Compensation
of employees, which is small and
stable enough to be ignored for most
purposes, consists of the compensation
paid to those crossing the U.S.-Cana-
dian or U.S.-Mexican border to work
and to U.S. residents temporarily
working abroad and to foreigners
temporarily working in the United
States. Interest consists of interest
flowing between parent businesses
and their affiliates, and interest on
debt securities, loans, deposits, and
other claims. Profits consist of divi-

Motes"” of the June 1978 Sumvey (Part 11} can be used
for the NIPA items. Also, the BPA service items,
which include both NIPA factor income and other
services, are described in detail in Antheny J. DiLulle,
“Bervice Transactions in the US International Ac-
counts, I8T0-80," Suevey 61 (November 1981k 29-46.
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dends, earnings of unincorporated af-
filiates, and reinvested earnings of in-
corporated affiliates.?

Other services include a number of
items: U.S. Government transactions,
largely those of defense agencies;
travel expenditures (lodging, food, in-
ternal transportation, personal pur-
chases, and related items); passenger
fares for ocean and air transportation;
other transportation (including
freight, port expenditures, and
charters and rentals); fees and royal-
ties for use or sale of intangibles such
as patents and trademarks, for rental
of tangible property, and for certain
gervices rendered; and other private
services, such as reinsurance, techni-
cal services, and communications.

Usually the content and classifica-
tions of exports and imports are sym-
metrical: A given item appears both
as an export and as an import, and is
classified in the same way in both

3. For a discussion of reinvested earnings of incorpo-
rated affilintes, which wers introduced ss & compo-
nent of rest-of-the-world corporate profits in the com-
prehensive revision of the NIFA's completed in 14980,
#oa the Special Note “Reinvested Earnings of Incorpo-
rated Affiliates in the Mational Income and Product
Accounts,” Sunvey 62 (September 1821 6=T.
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cages. For exawmple, travel expendi-
turea appear both a8 un export and as
an import, and are classified as a
service in both. As a result, a number
of net measures (or balances), caleu-
lated ag the export less the corre
sponding import, may be assembled
for componenis of exporte and im-
ports. An example of such a balance
iz that on factor income, This balance
iz jdentizel to the mest-oftheworld
gector in presentations of GNF by
sactor. In this context, it is the differ-
ence between GNP=-that ie, gross na-
tored product—and Eross domestic
product, and ia of interest in showing
the part of national production origi-
nating in the rest of the world. *

Methodology—Current-dollar  esti-
mates of exporis and imporis are pre.
pared as part of the BPA's and are in-
corporated, with the necessary recon-
ciliationa, into the NIPA's. For exam-
ple, the estimates for the fourth quar-
ter of 1982 showm in the Nationml
Income and Product Accounts Tables
in this issue of the Svrvey are the
game as the sorresponding estimates
that appear in “International Trans-
actions Accounts, Fourth Quarter and
Year 198275 (The NIFA current-
dollar estimates of net exports in this
jgsue pre second-revision estimates for
the fourth quarter of 1982. The NIPA
egtimates that appesred before the

- BPA estimates became avallable—the
gslimates for the fourth quarter that
appeared in the Janwvary and Febru-
ary issues—were baged on incomplete
i;mfurmatiun supplemented by sssnmp-

0Hs.)

Constant-dollar egtimates—often
called “real” or ‘deflated” esti-
mates-—are estimates from which
prim change hag been removed. For

eptimates, a component is
?a]uad at jts price in a valuation
{base) year—at present, the year 1972,
and hence the expression 1972 dol-
lers.” Statistically, most constant-
dollar estimates are obtained by divid-
ing deimiled currenisdollar compo-
nents by appropriate price indezes,
with 1972=1{).

4. Por definitiong of “national” and "domertic,” and
of uihara such ar “groas” end “rat,” s *The Netlanal
Intoma énd Product Arcaunts of the Uniled Stobe
An Dverview,” Suavey 61 (Febcunry 1081); 26-34,

&, For the sourcem and methode from which the cur-
:Eihrwazﬂmm ars derived, reforwoce can be

umentation. Bee the “Explanatosy
Hotes,” Survey 38 (June 1578, Part M a-iglud df,
for & sumrgiy methodolegy.
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The conatant-dollar estimates of net
exports, although improved in a
number of waya in recent years, ara
not fully setisfactory because of inad-~
equacikes in the underlying price infor-
mation. Constant-dollar estimates of
exports and of importe are prepared
separately for merchendise, factor
income, and, for annusl estimates,
five types of servicea. The estimates of
expotts and fmports ave summed and
constant-dollar net ezports are de-
rived as axports lesa imports.

For merchandire, current-dollar es-
timates are hased on admikisirative
records filed as goods leave or enter
the country, Constant-dollar estimates
for exports and for imports ave pre-
pared, by end-uge category, by divid-
ing the curreni-doller estimates by
cortesponding unit-value indexes; the
resulting quotients are summed to
obtain total exports end imports of
merchandise. The unit-value indexes
are not atrietly appropriate for this
use, becauee they are not true price
indexes—they are obtained by divid-
ing the total value of & commodity ex-
ported or imported by the namber of
phygical units, rather than by specifi-
cation pricing—and bmuse detailed
indexes are not combined in a wholly
appropriate way, (BEA has underway
£ project to improve the deflation of
merchandize that involves the substi-

tution of price indexes developed by
the Burena of Labor Statistics for the
unit-value indexes,)

For factor fnrcome, the current-
dollar estimates are based, for direct
investment income, largely on reports
by thoze in the United States involved
in such investment (major U1S. direct
investors reporting on their affiliates
and major US. affiliates of foreign
direct investors reporting on them-
polves) and, for partfolic investment,
on repregentative asget yields in com-
bination with outstanding positions.*
The totals of both factor income re.
ceived and factor income paid are di-
vided by the implicit price deflator for
net domestic product to obtain con-
atant-dollar estimates. Lack of de-
tailed price data necessitates the use
of such & broad domestic price meas-
ure, but ita use is conststent with the
bagic concepta of measuring Ffactor
income.?

G Direct investment and portfolln investment soe
clansifizations baomd an xtent of samecshig by a lar-
eign rouidimt in the case of Invesksent in the United
Starer end by & U5 resident in the case of invest
it Amad—10 percent 5o fided For dievet, lves than
10 pereent: for portholio,

T, For = detafted discussion of the deflation of factor
E;ut«m: :.f :nhlll nn & deserintion and svaluathon of de

-1 e othir components of net exparls, il
Edward F. Demison, “[oisrmalioned Tranoections in
Mesaurat of the Nation' Production,” Survey @]
{May 1081k 2278,
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Within other services, current-dollar
egtimates of U.S. government transac-
tiong, largely transfers under U.S.
military snles contracts and diract de-
fenpe expenditnres abroad, are based
mainly on reports from the Depart-
ment of Defense. The tcansfers, which
are exports, are deflated by type of
product ueing implicit price deflatora
prepared for the national defanse pur-
chases component of government pur-
chasea, and the direct defense expend-
itures, which are imports, are de-
flated by the pational defense defle-
tors pnd forzign comsumer price in-
dexes. Travel expendituras, baszed on
data on number of travelers and aver-
age mpmﬂture.s. are deflated by con-
sumer price indexes for the countries
in which the goods wers purchased.
Pageepgar fares, hased on the number
of travelers and average round-teip
fares, are deflated by price indexes
derived from information on average
faree as reported by travelers and
published fares. For other transporta-
tion, frelght charges and port expend-
itures in a hase year are moved hy
volume indexes. For the remaining
services, no directly relevant price in-
formation iz available; thay are de-
flated by the implicit price deflator
for gross domestic product because
they closely resemble factor services.

As noted earlier, the preparation of
the constart-dollar sastimates for the
other servicer category in this detail
iz for annual esthmwates. For current
guarters, constant-dollar estimates
ate prepared only for the total, wsing
an exirapolation of the implicit price
deflator for the total.

T90-82: An (perview

From early 1980 to the end of 1982,
constant-dollar net exports plummet-
ad (chart & and table 1).” Technically,
a peak was reached in the eecond
quarter of 1980, at 353.2 billion. (The
third quarter, $0.1 billion lower, was,
given measurement error, the same.)
However, the first quarter, when net
exports were $50.5 billion, will be
ueed g2 the initial period for compari-
eonn, for two reasone. Firet, both ex-

B. Herzaflar, refarence will be to estimetes in con-
stant (1972 dollars unlem otherwiss noted, Quarkerly
eatimated ave at srmsenelly sdjosted snual ostes, sad
changes in them are dillerences between those rates.
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ports and imports, after trending up,
reversed direction in that quarter.
Second, the UE. economy, as meas-
ured by real GNP, wag at a peak in
that quarter. After mid-1980, net ex-
ports turned down (with only two one-
guarter interruptions), reaching $27.2
billion in the fourth quatter of 1982—
a drop of almost one-helf over 3 yenr.
Ezports, st 31644 billimm in the
fimt quarter of 19580, declined to
2155.1 billion by the end of that year,
increased to a quarterly average of
£159.5 billion in the first half of 1931
and then declined asteadily (ex
nd quarter of 1982) to 3133.8
muurth quarter of 1982, Over
ﬂl&ﬂj&ﬂtﬁ,&hﬂdﬂﬂhnemmﬁbﬁ
lion and more than accounted for the
decline in net exports. Imports, st
$113.9 billion in the first quarter of
1980, declined to $102.8 billion in the
third quarter, and fhen resumed an
uptrend, reaching $120.4 billion in the
fourth quarter of 1981. In 1982, im.
poria dropped about §6 billion in the
first quarter, recovered that amount
over the second and third quarters,
end then declined $8.4 billion in the
fourth quarter to $111.6 billion. Over
the 3 years, imporiz ware down $2.3
Lillion.

Mawh 1954

If 1980-82 is treated as a single eco
nomic downturn, as may be argued is
reasonpble because real GNP in the
fourth quarter of 1982 remained well
below it 1980 peak, the direction of
these changes ia atypical. Usually, net
exporta have increased during down-
turne, as exports increased and im-
porta decreased. Aa ghown in table 2,
this was the pattern of the downturns
of the 1950's and 1870's. The 1980-82
decline in net exporta was $2.1 billion
per quarter, in condrast to an increase
of $1.2 billion in the three i
downtuarns, Exporte and, to s amaller
extent, imporis contributed to the
atypical pattern: exporta registered a
decline of $2.8 bilkion per quarter, in
contrast to a $0.6 billion increase; im-
ports registered a amall decline (50.2
hillion per quarter), in contrast to a
$1.2 hillion decline.,

The table also shows two subpericds
that are usuwally desipnated reces-
sions. In the two-quarter recession of
1080, exporte—rather than inereas-
ing—declined sharply. Imports de-
clined, and even more sharply, so thai
the net increased, For the recession
that began in the third quarter of
1981, exporta again declined eharply,
bt this time far more than imports,
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so that the net, too, declined—§12.0
pillion over the next five quarters.

An approximate measure of the
effectonthernieufuhangam{}ﬂl‘nf
d,mpmpnrtmnaba changes in pet ex-
ports is chdained by comparing retes
of change of GNP—referred to as
grogs netionat product in this seetion
to emphasize i3 nature—and gross
domestic purchazes. The latter i= a
meaewre of purcheses within the
bhoundaries of the United Statea and
is equal to gross national product less
exporta plus imporis—in other words,
it differs from gross nationel product
by the amount of net exports, (Gross
domestic purchases—dollar amounts
and percent change from the preced-
ing pariod—are shown in tables 1.3-
14 and Bl in the National Income
and Product Accounts Tﬂble.u.} As
shown in column 4 of table 3, in all
except two quartera in 1930—82 the
disproportionata in net ex-
purfl;:n reduced the rate of increase or
added to tha rate of decline in groes
national product. In two quarters,
those when the difference between
the annoal rates of incrense exceaded
2 percentage points, the effect was
subsetantial. Owver the period a3 a
whole, gross national product declined
at an average anoual rate of 4.4 per-
cent and gross domentic purchases in-
creaged at an average annual rate of
0.1 percent. The difference betwesn
- the two rates indicates that net ex-
. ports reduced the average annual rate

of increase in greoss national product
by approximately 0.5 percentapge
points over the pariod.

Another way of accounting for the
decline in net exporte is in terms of
three balances (tabls 1). The merchan-
dise balance accounted for about four-
fifthe of the decline from the first
quartar of 1930—§1%.4 billion of the
$22.2 billion. The factor-income bal-
ance, down 35.2 billion, accounted for
about one-fifth. The balance on other
geTvices was up, about 31 hillion.

The composition of net exports in
terms of these balances can ha
thought of as weights helping to
amsesn the importance of the several
factore infloencing net exports at a
point of time, As will be brought out
in the discussion that follows, the hal-
ances are affected by different factors
o, if by the same factors, io different
extents and in differing ways. The
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compasition of net exports in terms of
these balences shifted sharply over
the period, as shown in the asccompa-
nying tabulation. The balance on mer-
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chandise accounted for 33 percent of
net exports in the first quarter of
1980, By the fourth quarter of 1982,
the balance was negative, —32.8 bil-
lion, within net exports of $27.2 hil-
lion. In recegaions the percentage of
net exports accounted by this balance
has usually incyeased, rather than de-
clined. The decline is consistent, how-
ever, with a trand: After each cyolical
incrense over the last 20 years lexeapt
around 1¥70, when the balance was
negative), the percentage wea lower
than after the preceding one, falling
from B0 percent in 1961 to 60 percent
in 1975. The offeetting increass was
ghared by the belanees on factor
income amd other services. The per-
cent accounted for by the balance on
factor income increased from 57 per-
cent to 88 parcent in the fourth quar-
ter of 1982, when the balance was
$23.4 hillion. Thies percantage han de-
clined in recessions, but has not
shown a trend. The balance of other
gervices, which had generally been
negative until 1974, accounted for
about 10 percent of net exports in the

firat quarter of 1980, By tha fourth
quarter of 1982, when it waa $6.0 bil-
lion, it accounted for about 25 per-
cent.

1980-82; Detall

In thia section, the changea in the
balaness on merchandise, Ffactor
income, and other gervices will be re-
lated to general factors, such as levels
of economic activity, foreign exchange
mates, and finenciel developments,

and to specific developmentis or
events.

Merchandise.—The $19.4 billion
drop in the merchandize balance from
the firat quarter of 1980 to the fourth
quarter of 1982 wms more than ac-
counted for by exports. Exports de-
clined $20.7 hillion, about 22 percent;
most of the decline was after mid-
1981 (chart 7). Merchandiee imports,
which declined early in the period but
then moved irvegulerly higher uniil
neer itz end, were down only $1.2 hil-
lion, about 2 percent.

The percent decline in merchandise
axporta wag much larger than that in
the total of gooda produced in the
United States (4 percent), and produe-
tion for export became a smaller part
of total goods production. Exporta ac-
counted for about 14 percent of the

goode component of GNP in early
lﬂﬁﬂ but by tha end of 1982 the per-
centage had declined 2.6 points, A de-
cline in this percentage is unusual in
a recesgion and, an well, goes contravy
to trend. At the eyclical peak in 1960,
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exports accounted for only about 7
percent of GNP goods, and there has
been a fairly steady uptrend since. In
contrast, the percent decline in im-
ports was only slightly larger than
that in the total of goods purchased in
the United States (1 percent). Import
penetration was about the same in
the fourth quarter of 1982 as in the
first quarter of 1980, when it was 11.6
percent. This percentage also is about
double the percentage at the peak in
1960,

As will be seen, recessions here and
abroad and changes in the value of
the dollar relative to other currencies
were major factors affecting merchan-
dise. As shown in the lower panel of
chart 8, the dollar had depreciated
during the late 1970's, with the result
that U.S. merchandise became pro-
gressively less expensive to foreigners
and foreign merchandise became
more expensive to Americans. Begin-
ning in late 1980, the dollar appreci-
ated strongly (except in late 1981)
through the end of 1982, Against the
currencies of 22 countries of the Orga-
nization for Economic Cooperation
and Development (OECD), on a trade-
weighted basis, the dollar appreciated
almost 36 percent from the third
quarter of 1980 to the fourth quarter
of 1982, As a result, U.S, merchandise
became more expensive and foreign
goods less expensive,

The resulting tendency for exports
to decline, with some lag, was com-
pounded by the effect of depressed or
declining levels of economic activity
of U.S. trading partners. As shown in
the upper panel of chart 8, industrial
production in Japan and Canada
turned down in mid-1980, recovered
modestly, and turned down again in
1982, and in European OECD coun-
tries, after a peak early in 1980, de-
clined and remained depressed. The
effect on imports of the U.S. reces-
sions countered the tendency of im-
ports to increase—again with a lag—
due to the dollar's appreciation. The
uptrend in imports was interrupted
during the brief but sharp recession
in 1980 eand the sharper and more
prolonged one in 1981-82,

Chart 9 shows exports by end-use
category. Each of the six categories
declined from the first quarter of 1980
to the fourth gquarter of 1982, by
amounts ranging from about 10 to 40
percent. The decline in capital goods,
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except automotive, was the de-
cline in dollars—3$10.2 billion, one-half
of the total decline—and among the
sharpest in percentage terms (29 per-
cent). Reduced investment activity,
first in Europe and more recently in
developing countries, and the effect of
the dollar’s appreciation on price com-
petitiveness were factors, Further,
aircraft shipments, which had been
well-maintained through mid-1981 as
foreign fleets were being rebuilt,
dropped sharply thereafter and ac-
counted for a sizable part of the total
decline.

Automotive exports were down $3.1
billion (41 percent). Exports of cars
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and trucks to Canada, which account
for the bulk of exports of finished ve-
hicles, were affected by the Canadian
recessions. Exports of parts to
Canada, a substantial part of which
are for assembly in Canada and
return to the United States as fin-
ished vehicles, reflected the weakness
;lnffil;;ﬂmhmarkutainbnthwuntﬁaa
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Industrial supplies and materials,
also

first quarter of 1980 due to numismat-
ic coins, they declined steadily; non-
dursble goods, a]thuugh registering
the impact of recession abroad,
nhangﬁlhttlu The smallest percent-

de]Ehﬂ]Jnn{ll percent). Part of
the decline can be traced to the em-
barbo on shipments to the Soviet
Union imposed in January 1980—
shipments of corn, wheat, and soy-
beans in 1980 were less than one-
third their 1979 wvolume—and the
strained trade relations thereafter
that led the Soviet Union to limit its

of US. grain. In addition,
in the face of record world supplies—
for example, in corn and wheat—and
weakening demand in 1982, price
competition intensified; other export-
mnppaartoha\reatlappedupm
keting efforts, offering favorable
nredit terms and export subsidies,
while the appreciation of the dollar
made U.S. products relatively more
expensive. Other exports—a small
but, in recent years, volatile category
that includes reexports of foreign
merchandise from the United
States—declined $0.5 billion (12 per-
<ant).

Changes from the first quarter of
1980 to the fourth quarter of 1982 in
the end-use categories of imports were
more diverse than in exports; declines
in some categories were almost offset
by increases in others (chart 10). Pe-
troleum and products were
down $2.7 billion (34 percent), reflect-
ing both the U.S. recessions and con-
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tinuing efforts to conserve energy.
(Because international trade in petro-
leum is largely denominated in dol-
lars, the dollar's appreciation was not
nfnctur.]'l‘lmdec]inawuinpartar&
ponse to continued price increases. In
1979, OPEC initiated the second “oil
price shock,” and the average price
per barrel was run up to $28.06 in the
first quarter of 1980 and to $35.62 in
the second quarter of 1981. Thereaf-
ter, with a worldwide glut of oil
adding to competition among produc-
ers, prices fell, reaching $30.98 in the
fourth quarter of 1982,

Over 1980-82, petroleum imports
more than accounted for the decline
in total imports. Excluding petroleum,
imports were up $1.4 billion, or 2.0
percent. Two  categories—capital
goods, except autos, and consumer
goods—continued uptrends, but with
interruptions traceable to the U.S, re-
cessions. Capital goods were up $2.2
billion (14 percent) and consumer
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gooda ware up $1.1 hillion (7 percent).
In capital goods, elactronic eqpipment
and components and business equip-
ment accounted for most of the ine
craase. [n consutmer goods, both dura-
ble and nmondurable goods registeved
the interraptions; a strengthening in
nondurables after mid-1981 main-
tained the uptrend in the total.

The impact of the Tecessions was
alec evident in nonpetroleum indus-
trlal suppliesa and materiale. With
sharp drops in sarly 1980 and in 1982,
this category declined $2.0 billion (11
percent). Iron and steel imports, after
a decline in 1980, increased substan-
tially through the first querter of
1982, in part reflecting the enhanced
competitiveness in the 175, market of
European iron and steel] following the
dollar's appreciation. Thereafter, im-
ports were slowed by a dispute be-
tween the Europepn {Communities
amd the United Statea over subsidies.

Three endwse categories showed
considerable quarterly megularrl.y.
and the impact of genaral factors is
hard to discern: Autos were down $1.1
hillion (1¢ percentk;, foods, feeds, and
beverages ware up $0.6 billion (% per-
cent); and other imports—a category
consisting largely of low-value ship-
ments and LS. goods retuyned—were
up $0.7 billien (32 percerit). The Japa-
nese auto agreemants, negotiated to
hold Japanese imports at 1.68 million
unite for the year beginning Aprli 1,
1981 and subgequently extended for
another year, influenced both the
level and quarter-to-qoarter moves
ments. During 1982, fluctuatione in
aute imports from Canada reflected
an increase in shipmente of large
cars, in response to a shift in U.S.
demand; the second.quarter opening
of a facility to build engines; and an-
ticipation of a strike in September at
the expiration of a labor agreement.

Factor income.—The $5.2 billion de-
eling in the balance on factor income
from the fivat quarter of 1980 to the
fourth querter of 1952 was more than
accounted for by a $6.9 billion decline
in exporie, that is, receipta of income
for factor services provided by U.S.
residents (table 4). Within the period,
the patiern of functnations of receipts
and paymenta was similar, but with
payments better maintained (chart 7).

Within factor income, the decline
was in the balance on corporate prof-
tta, down $10.6 billion; the balance on
interest was up $5.4 billion, As a
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result of these changes, a shift in the
compogition of the facter-income bal-
ance, which had been gradual In the
last helf of the 1970s, became pro-
nounced. In the firgt quarter of 1980,
the balance on intersst accoumnted for
29 percent of the total, and by the
fourth guarter of 1882, it accounted
for BT percent.

The relative strengthening of inter-
egt incoma points to the growing rola
of intereat rates as one of the generl
determinants of the course of factor
income, Levela of economic activity in
the United States and abroad ea well
as changea in the value of the dotlar
ware other general determinants.
Further, developments in the petro.
leum industry significantly affected
mrpurata profits and strong increases
in outstanding cleime and liabilities

affectad interaat income.
mg;:;ﬁmnnutadﬂ? earlier, the balance on
factor income is the differsnce he-
tween GNP and groes domestic prod-
wuct. Thia reletionship can be ueed to
obtain an approximate messuve of the
gffect on the rate of change in GNF of
disproportionate changes in the part
of national production originating in
the rest of the world As shown in
column B of table 8, disproportionate
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changes in rest-of-the-world produc-
tion in the fourth quarter of 1980 and
in the first quarter of 1982 reduced
Eh; nnnllal rates of gmwth of GNP

the effeut was smaller, sometimes ra-
ducing and sometimes increasing the
rate of change in GNP, From the first
quarter of 1980 to the fourth quarter
of 1982, rest-oi-the-world product in-
creasad the average annusal rate of de.
cline in GNP by approzimately 0.1
percentaga point.

Inﬂurpnmtapruﬁtu,thadaclm&in
the balance from the firgt

1980 ta the fourth quarter of 1982 was
more than accounted for by & 5127
hillion decline in receipia (chart 11
Receipts were halved: From a high in
late 1979 and in the first quarter of
1980 of almoat $26 billion, they de-
cdlined, with few inferruptions, to
3$13.2 billicn in the fourth quarter of
1882, The decline was in lexge part
due o the slowing of sconcimic activi-
ty, egpecially in 1980 snd 198Z, in
countries where foreign affiliates are
located. Petrolewn affiliates, which
account for about one-third of total
receipts, wera particularly hard hit.
The decline in receipis from these af-
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filiates started from a high level in
early 1980, when they were benefit-
ting from the run-up in petroleum
prices initiated by OPEC in 1979, and
was large during 1980, After stabiliza-
tion in 1981, a further weakening in
1982 reflected the softness in petro-
leum prices that was related to the oil
glut.

Appreciation of the dollar also con-
tributed to the decline in total re-
ceipts. Dollar appreciation has an
effect on affiliate profits because
earnings abroad, which, in general,
firms calculate initially in foreign
currencies, are reported to BEA in
dollars. Thus, dollar appreciation
against the currency of a country
where the earnings originate general-
ly lowers the dollar measure. This
effect is a kind of capital gain (loss).
Capital gains (losses) are definitional-
ly excluded from NIPA measures and,
as noted earlier, the reconciliation be-
tween the BPA's and the NIPA's in-
cludes an item to remove capital
gains (losses) from income of foreign

SURVEY OF CURRENT BUSINESS

affiliates. Most gains (losses) of this
kind are excluded from affiliate
income by the reconciliation item, but
a small part—those that cannot be
separated statistically—remain. They
may have significantly affected re-
ceipts from foreign affiliates over the
1980-82 period because of the sizable
dollar appreciation. Finally, in 1980,
receipts reflected a decline following a
one-year jump caused by a change in
the United Kingdom in the tax treat-
ment of inventory profits,

Payments of corporate profits de-
clined $2.1 billion, from $5.3 billion in
the first quarter of 1980 to $3.2 billion
in the fourth quarter of 1982, Within
this period, payments fell initially in
response to the 1980 recession, recov-
ered by mid-1981, and then fell in re-
sponse to the 1981-B2 recession. The
gradual decontrol of U.S. petroleum
prices beginning in the third quarter
of 1979 and the OPEC price hikes bol-
stered earnings of petroleum affiliates
in 1980 and, to a smaller extent, in
1981; payments by these affiliates are
roughly one-third of total payments.

In interest, as noted earlier, the
balance was up $5.4 billion from the
first quarter of 1980 to the fourth
quarter of 1982, Within the period,
the balance grew steadily from $8.0
billion to $15.3 billion in the second
quarter of 1982, then fell to $13.4 bil-
lion. The growth occurred as, during
the guarterly fluctuations in which
receipts and payments paralleled each
other, receipts usually increased more
and fell less (chart 11). The fluctu-
ations follow closely the pattern of in-
terest rates. This point is brought out
by reference to chart 12, which shows
the rate on U.S. 90-day certificates of
deposit. This rate can serve as a rep-
resentative rate for tracing fluctu-
ations in yields because short-term,
rather than long-term, instruments
make up the preponderant share of
both claims and liabilities, and be-
cause dollar-denominated instruments
make up the preponderant share of
both.

In addition to affecting fluctuations
in interest receipts and payments, in-
terest rates also affected their levels.
The climb in interest rates to record
highs in mid-1981—to 17% percent
(quarterly average) on the 1.5, 90-day
certificates of deposit—gave them an
upward tilt. The level of outstanding
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claims and liabilities also affected
both the fluctuations and level, and
contributed to the faster growth of re-
ceipts than payments. Both U.S. bank
claims on and liabilities to foreign-
ers—but especially the former—in-
creased strongly almost throughout
the period. Besinning in the fourth
quarter of 1981, both were affected by
the establishment of International
Banking Facilities (IBF's). IBF's,
which (as authorized by the Board of
Governors of the Federal Reserve
System) are exempt from reserve re-
quirements and interest rate ceilings,
conduct only international banking
such as receiving foreign deposits and
making foreign loans. As they were
being established, shifts of claims and
liabilities to the United States from
foreign branches took place, and
banking operations, which previously
had taken place offshore, were han-
dled by IBF's, adding significantly to
the outstanding positions in claims
and liabilities.

Other services.—The balance on
other services was up §1.2 billion
from the first quarter of 1980 to the
fourth quarter of 1982, to $6.5 billion
(table 1). The increase was almost all
in exports, which fluctuated moder-
ately around an uptrend, reaching
$24.8 billion; imports fluctuated some-
what less around an £18 billion dollar
level (chart 7).

Because deflation of the several het-
erogenous components that make up
other services is carried out in detail
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only for annual estimates, with 1982
astimates not yet available, and be-
cause changes in most of the compo-
nents are usually smell over short
time spana much as that being ana-
lyzed in this article, it i not possible
to discuss other services in a manner
comparable to other components of
nel exporta.

A few points may be made, however
{table 5). For exporta: (1) U.8, Govern-
ment transactions appasr somewhat
erratic, and changes are often trace-
ahle special oceurrvences. The 1881
incrense was concentrated in aircraift
deliveries to Iarael, Saudi Arvabia,
Japan, and NATD uuuntrim In 1982,
a pizable increase probably occurred,

atepped-up dellveries of
equipment to the Middle Eaat, NATC,
and Latin America. (2} Travel receipts
are affected by exchemge rates (those
agaumed to prevail for purposes of
plannmg amnd those actually prevail-
ing at the time of travel), which
tended to make travel in the United
Btates by foreigners increasingly ex-
pahsive, and hy levels of econemic ne-
tivity, which were depressad in most
arage fram which vigitors are drawn.*
MNevertheless, receipta were up in
1980 and 1981, but are likely to have

£. Trave! sapendltvcea and passanger [ared Ak i
viewed intensively in the BEA contaxt in articlea that
appwie snnoally in the Bunver. Sea, for axamphs, “1n-
terpationn] Travel atd FPassrger Pares, 12817
Svwevey 52 (Juns 1952) 32-86 mnd 12,

ghown a sizable decline in 1982 (cur-
rent-dollar estimates are down 6 per-
cent). A gharp drop in receipts from
Mezico, an effect of the develuation of
the peso, was & major factor in con-
tributing to the 1982 decline. (3) Pas.
senger fare receipts also moved up
through 1981. They tend to parallel
travel expenditures, veflecting the
same general factors. {4) Other trans-
portation changed little. These re-
coipts tand to move with merchandise
trade—freight receipts with the
volume of exports and port charges
with the wolume of lmports. After
little change in 1980-81, they prob-
ably declined in 1982,

For imports: (1) U.S. Government
transactions were up in 1981 and

probably in 1583, mainly due to

higher off-hase expenditures hy mili-
tary personnel and porchases of
squipment. (2) Traval expenditures
were unchanged. The eifocts of de-
pressed economic activity and higher
airfares appear 10 have offset the ef-
fects of the dollar's appreciation end,
for moat of the period, the stimulus to
vigit Canada and Mexico provided by
the lower gasoline prices there than
in the United States. {§) Passenger
faree, aftor an increage in 1981, prob-
ably changed little in 1382, (4} Other
transportation payments reflected tha
converse of the factors

cetpts. In 1982, with both imports am.l

exports down, B decline probably oc-
carred.
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Supplemeniary measures

Two supplementary messures of net
exports are presented in what follows.
The first is the measurs of net ex-
porta amsoctiated with command GNP,
which takes into account the effect of
changes in the relationship between
export and import prices, The second
is net exporis calculated using 1981,
rather than 1972, as the wvaluation

ﬂ:mmnd net —Constant-
dollar net exports are derived by sub-
tracting constant-dellar tetel importa
from constant-dollar total exporta. If,
instesd, currant-dollar net exports are
divided by an appmprmta price index,
the reaultmg messure i5 the excess
{+ or =), in 1072 dollars, of the quan-

using the implicit price
imports ag the price index with which
to divide ourreni-dollar GNP, is
showninﬂwlnwerpmlufchartli’.

labeled “command” net exports. (See

Other Special Tablea, on page 18 of
thia imsue) It is laboled “commend”
because it is one of a family of
serigs—counterparts of the conven-
tional production series—that meas-
ures the command over goods and
gervices resulting from currant pro-
dortion.¥ As shown in the chart, this
series did not plummet ovar the 1580—
32 period, as did the conventional net
export series, labeled “GNP" net ex-
ports. Instend, from an irregular pla-
teau in the $4 to 38 billion range in
1979 and the first quarter of 1980, the
commaend series moved to a higher, ir-
regular plateau in the %8 to §13 bil-
lion ramge that lasted through the
eecond quarter of 1982, dropping sub-
gtantially only in the third quarter, io
$2.4 billion, and ¢hanging little in the
fourth.

The source of the difference be-
tween the command and GNP series

10, ﬂnmmﬂndnﬂwmlwmwﬁmrd
F. Demison in, “lotrmational Traneactions in Maas-
ks of theé Nauvon's Produetion,” Sumvey 6] (May
1Rk )T
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for net exports can be traced in the
upper panel of chart 13. It shows the
terms of trade, measured as the ratio
of the implicit price deflator for ex-
ports to that for imports and indexed
to 1972. After declining in 1979 and
the first quarter of 1980, the index in-
creased over the next two years from
72.2 to 85.0 in the second quarter of
1982, and then slipped to about 23.0.
The improvement occurred as the
import deflator, which had been
rising more rapidly than the export
deflator, rose less rapidly through the
first quarter of 1981, and then de-
clined through the second quarter of
1982, Through that quarter, the im-
provement was about 17 percent; if

401-010 0 - B3 = 4
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petroleum prices, rather than follow-
ing their actual course, had followed
the course of other import prices, the
improvement would have been rough-
ly three-fifths as much. The weaken-
ing in the terms of trade from the
second guarter was more than ac-
counted for by petroleum.

Recent vaeluation period —For the
constant-dollar estimates referred to
so far, 1972 is the valuation period.
BEA plans to supplement its regular
constant-dollar estimates by approxi-
mating constant-dollar estimates
valued in dollars of a recent year. The
project has not yet been completed,
but some preliminary calculations
guggest the impact on the estimates
of net exports of moving forward the
valuation period to 1981, The impact
on net exports could be expected to be
of particular interest because of the
large changes since 1972 in the prices
and quantities of some components of
exports and imports.

The average annual rates of change
from the first quarter of 1980 to the
fourth gquarter of 1982 in table 6 show
that imports on the 1981 wvaluation
base declined much more than on the
1972 valuation base—38.6 percent com-
pared with 0.1 percent—and exports
on the 1981 base declined only slight-
ly more—7.0 percent compared with
6.8 percent. Within imports, petro-
leum, which has a larger relative im-
portance in imports on the 1981 base,
fell by over 14 percent.

As noted earlier, gross national
product differs from gross domestic
purchases in that the product meas-
ure includes exports and excludes im-
ports but the purchases measure in-
cludes imports and excludes exports.
Accordingly, a comparison of their
average annual rates of change on the
two waluation bases can be used to
quantify for net exports the effect of
moving forward the valuation period.
In 1972 dollars, for the period from
the first quarter of 1980 to the fourth
guarter of 1982, product declined at a
rate of 0.5 percent and purchases in-
creased at a rate of 0.2 percent. Thus,
the decline in net exports reduced the
gverage annual rate of change of
product 0.7 percentage point relative
to that of purchases, In 1981 dollars,
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product and purchases declined at
rates of 0.6 percent and 0.2 percent,
respectively, Thus, in these dollars,
the decline in net exports reduced the
average annual rate of change of
product 0.4 percentage points relative
to that of purchases. The 0.3 percent-
age point difference in the amount by
which net exports reduced the rate of
change of product relative to pur-
chases on the 1972 and 1981 valuation
bases is the effect of moving forward
the valuation period for net exports.
Because moving the valuation period
had little effect on the average
annual rate of decline in exports and
because the relative importance of ex-
ports in GNP increased only slightly
from 1972 to 1981, it follows that most
of the effect is due to imports—spe-
cifically, the larger decline in imports
in 1981 dollars. The relative impor-
tance of imports in GNP increased
subatantially from 1972 to 1981,

The implicit price deflator for im-
ports shows a much larger average
annual rate of increase on the 1981
base than on the 1972 base and that
for exports shows a similar rate of in-
crease on both bases. With reasoning
similar to that just used, the smaller
increase in the terms of trade (from
the first quarter of 1980 to the fourth
quarter of 1982) on the 1981 base than
on the 1972 base—5.9 percent (not an
average annual rate) compared to
17.0—is the effect on the terms of
trade of moving forward the valuation
period.



